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CHAPTER 1 

INTRODUCTION AND OVERVIEW
1.1 Purposes and Scope

1.1.1 Study Purposes  

The difference in environmental factors is one of the main reasons for the accounting difference among countries. It is also one of the critical factors to be first considered when studying and understanding one country’s accounting activities, and also when trying to harmonize and internationalize one country’s accounting system. In international accounting research, accounting environment is the precondition to research and understand one country’s accounting pattern, at the same time, such problems as which environmental factor decides national accounting style has been the arguing point.

The research on environmental influences could not only find the solutions as what factors decide the differences among countries, but could answer the questions as if global accounting is going to remain the same, if each country will retain its own particular accounting pattern. It could not only help the outsiders to have a good understanding on one country’s accounting theory and practice, but also could help the standard setters make a correct judgment and decision when setting and revising their accounting standards and harmonizing the international accounting standards by considering their own environment thoroughly.

China’s accounting has been the central point the outside stakeholders concern. As one of the countries with the fastest economic growth since its reform and open door policy was implemented in 1979, China has begun to attract foreign investment from many different countries, and in various forms. The global economy has become more and more integrated, and as a result China has succeeded in joining the WTO, which means that China has embedded itself in the international economic environment, its economy unavoidable has to be developed more towards a global one. Under this kind of environment, it has become increasingly urgent both to China and to overseas investors as well as to the other stakeholders to have a better understanding of China's accounting system and practice, and to harmonize China’s accounting practice with international accounting traditions. The progress of global economy convergence has enforced the issued of global accounting convergence to be listed into the agenda, the international accounting community has been paying closer attention to the problems of harmonization and convergence, and the EU has decided that its listed companies are going to employ IAS accounting standards commencing from 2005. Exposed in this circumstance, China has already made a corresponding reaction in it accounting system reform. Though its accounting system has being reformed and revised since 1992 to adapt the national and international economy changes accordingly, but a gap still exists. How long and to what extent will China’s accounting be in convergence with international traditions, is still in question. 

There is already a bulk of literature on international accounting research, focusing on those questions mentioned above. But there are still some different points of view on environmental influence on accounting and accounting development. Concerning the issues of China’s accounting, it is difficult to find literature focusing on China’s accounting environment and the relationship between the environment and accounting. Moreover, there are some arguments in the existing literature concerning the dominant influential environmental factors on China’s accounting development. 

The main arguments include: Culture determinism represented by Zhang(1992) and Berry (1988) who believed that Chinese accounting strongly depends on its culture; economy determinism represented by Nobes and Parker (2000), Liu and Eddie(1995), Zhang(1996), Field and Pendrill (1998), and Chan (1999), who attributed China’s accounting development to the economic factor; ideology determinism represented by Lou (1987), who considered ideology as an important influential factor on China's national patterns of accounting; politics determinism represented by Cheng (1980) and Gao(1995), who asserted that Chinese accounting is political accounting; and the dominant factor variability represented by van Hoepen (1995), who argued that cultural influences on accounting have diminished in China whereas economic influences have gained importance. So far, there is no consensus on which factor determines China’s accounting pattern in the international accounting research. 

Besides, most of these works are descriptive and normative studies, which, even if referring to environmental factors, only use them to describe a single aspect of China's accounting separately, or else they start from a purely technical point of view to illustrate the process of Chinese accounting development to draw their conclusions. Little research systematically analyses the entire process of China’s accounting development, and evaluates its environmental influential factors in detail to conclude the reason why Chinese accounting has developed its own pattern, or to determine what the future of Chinese accounting will be. This may unavoidably result in bias concerning China’s accounting, and may form obstacles for outsiders to have a reasonable understanding on China’s accounting, and its development.
This study aims to fill that gap, and to explore all the dominant factors that influence China’s accounting development from every aspect. It will use, for the first time, a case study to objectively describe and analyze the entire process of contemporary China’s accounting development, and to determine what factors influence China’s accounting development and the contents of China’s accounting system, to further predict what the future pattern of Chinese accounting will be, so as to answer the above mentioned questions, and to solve the outsiders’ puzzle on China’s accounting practice. This will also help to enable those outsiders, Chinese accounting standard-setters and other interested parties to better understand the trigger factors in China’s accounting development, and make good use of Chinese accounting to serve for its own purposes. 

The study will not only facilitate outsiders to have a better understanding of China’s present accounting practice and theory, but also to grasp an outline of the future pattern of China’s accounting development, and it will also be a valuable reference for Chinese policy makers and researchers in terms of accounting system reform and theoretical accounting developing. And as one of the cases in international accounting, the pattern of China’s accounting development may also give some answers to the questions of international accounting harmonization. 
1.1.2 Study Scope
This study will be a multidisciplinary and longitude research in accounting. In addition to the historical development of China’s accounting since 1949, when the PRC was established, it will also deal with the spheres of China’s politics, economy, culture and legal factors. It will encompass the main process of both China’s accounting development, and political and economic development.

The time span of the study will cover the period of 1949 to present. This is due to the fact that contemporary Chinese accounting could be conceived as commencing from 1949, when the Chinese Communist Party established the PRC, and a unified accounting system was established to serve a centrally planned economy. From then on, China’s accounting has been under the guidance and the control of Ministry of Finance (MOF) within the State Council, and has experienced reform several times. This is a critical period to understanding China’s present accounting system and practice. 
In order to trace the path of China’s accounting development, and to better understand China’s present accounting practices and future development tendencies, both China’s accounting development and its underlying environment will be studied and detailed. China’s accounting environment, including political, economic, cultural, and legal, will be investigated and analyzed. The entire process and all aspects of contemporary China’s accounting development, including the accounting system, theory and practice, and accounting education and profession, will be traced and analyzed both from macro and micro levels in every detail. The linkage between accounting and environmental factors will be explored and explained.

1.2 Research Questions and Hypothesis
Regarding environmental factors, there are different understandings of which environmental factor shapes one country’s accounting development, and to what extent each factor impacts it. 

Being a communist country, China’s political and economic system differs from western countries, which makes it very important to integrate accounting development with its environmental factors. As the aim of this project is to explore the relationship between environmental factors and China’s accounting development, to determine the dominant factor that decide China’s accounting pattern, and further to predict the possible tendency of China’s accounting development in the future. The main research question is:

Among all the environmental factors, which one determined the pattern of China’s accounting development? What will the potential future pattern of Chinese accounting development be?
In order to answer this question, it is necessary to incorporate the process of China’s political, economic and accounting development to find the dynamic evidences, these following sub-questions may help to make a comprehensive understanding on China’s accounting and to answer the main research question:

1. What styles of China’s political and economic system are since 1949? 

2. How does the Chinese Communist Party (CCP) impact China’s political, economic and accounting development?
3. How and why has the Chinese politics, economy developed since 1949?
4. What relationship has existed between Chinese accounting and China’s politics, culture, as well as economy since 1949? Why?
5. How did the Chinese accounting system, practice, profession, and education, as well as theory and research, develop?

6. What factors influence China's accounting development and how do they influence the development of China’s accounting patterns?

7. What kind of environment is and will be China’s accounting  at present and in the future? What is the possible future pattern of Chinese accounting development?
As for the main research question, the author proposes the below hypothesis:

China’s politics has been playing a leading role in its social, economic development. The direction of China’s accounting development is determined by its politics. when China’s politics are steady, other factors，such as culture, legal, professional, ideology and education factors begin to exert influence on accounting. And of all the environmental factors, economic and international factors gain the most importance, and the legal factor will gain more and more importance in the near future, while the other factors become relatively weak. 
1.3 Basic Concepts 

This study will involve the discussion of environmental factors, some of which may interweave together and thus be hard to recognize. Though it seems somewhat complex to distinguish them from the complicated phenomenon, some of these factors belong to different scientific spheres, which make it more difficult to precisely grasp their meaning and influence. However, for the sake of argument, the author is trying to give the definitions to the most important concepts in this study first, so as to enable the readers to have a clear idea.

● Culture 
There are different definitions of culture: 

According to Webster’s dictionary (1981), culture is “the act of developing by education, discipline, social experience: the training or refining of the moral and intellectual faculties.” Cultural is “of or related to the artistic and intellectual aspects or content of human activity.”
Oxford Dictionary defined culture as: 

1. The arts and other manifestations of human intellectual achievement regarded collectively;

2. The customs, civilization, and achievements of a particular time or people.

3. Improvement by mental or physical training.

Concerning accounting literature, the definition of culture, which is cited most frequently, originates from Hofstede’s (1980). He developed a model of culture known as “the collective programming of the mind that distinguishes the members of one human group from another”. He distinguished four levels at which culture manifests itself: "The levels of symbols, heroes, rituals, and values". He defined and scored the following four basic dimensions of culture, which later were applied into various aspects of accounting studies: Individualism versus collectivism; Large versus small power distance; Strong versus weak uncertainty avoidance; Masculinity versus femininity.
However, Hofstede’s definition on culture is somewhat abstract. Anthropologist Dlyde Kluckhohn’s (1959) suggestion on culture is clearer and easier to recognize, which included the following twelve dimensions: 

1.The total way of life of a people;

2. The social legacy the individual acquires from his group;

3. A way of thinking, feeling, and believing;
4. An abstraction from behaviour;

5. A theory on the part of the anthropologist about the way in which a group of people in fact behave;

6. A storehouse of pooled learning;

7. A set of standardized orientations to recurrent problems;

8. Learned behaviour;

9. A mechanism for thehttp://www.wsu.edu/gened/learn-modules/top_culture/glossary/normative.html normative regulation of behaviour;

10. A set of techniques for adjusting both to the external environment and to other men;

11. A precipitate of history;

12. A behavioural map, sieve, or matrix.

“Culture is ordinary, in every society and in every mind” (Williams, 1958).  
According to Chinese word dictionary, there is a broad sense and narrow sense definition on culture：The broad sense of culture means the summary of both material and spiritual treasure created in the practice of human history, that is the way of life in any society, including the way of material life, which includes clothes, food, housing, travelling, entertainment and work etc., and the way of spiritual life, which includes belief, value, and norms etc.; whilst the narrow sense of culture means social ideology, as well as the related system and organization.

When talking about the culture’s influence on accounting, the narrow sense definition of culture is taken for granted. 

● Politics 
Webster’s dictionary defines politics as: The art or science of government of a state/ public affairs or public life as they related to this/ the opinions, principles, or policies by which a person orders his participation in such affairs/ scheming and manoeuvring within a group. 
Oxford dictionary defines politics as follows: 

1.a.the art and science of government; b. public life and affairs as involving authority and government; 

2. a. a particular set of ideas, principles, or commitments in politics; b. activities concerned with the acquisition or exercise of authority or government; c. an organizational process or principle affecting authority, status, etc. 
Dahl (1984), in Modern Political Analysis, states that: "a political system as any persistent pattern of human relationships that involves, to a significant extent, control, influence, power or authority." 
Donald (1996) summarized one whole school of political theory, which makes that manipulative side of politics into its empirical norm, as “politics is the art of imposing one will upon another, the process by which persons and groups mobilize power for that imposition”. 

Politics is the means to creating a more organized and peaceful society, by providing methods to resolve conflict that naturally occurs between men, by means of civil discussion and rational compromise. It thus stems the need for violence in tense situations and ultimately looks to avoid the degradation of a community into utter chaos. Authority is the underlying feature of politics and ensures its enforceability. Power underpins its very existence; it is a prerequisite for politics to exist. Without authority, politics simply is not feasible. The most visible and widely accepted example of politics is the workings of the governmental institutions. However, although at first glance one may not be aware of it, politics in its various forms is present wherever and whenever humans form a community.   

In this study, the author conceives that every effort the governmental institutions made could be taken as the politics. 

● Economy 

Webster’s dictionary defines economy as:

1.The structure of economic life in a country or area: an economic system;

2. A particular type of economic system or stage of economic development;

3. A system of producing and distributing the material needs of society;

4. Part of system that deals with man’s material needs.

The Oxford dictionary’s definition on economy is: 

1. The wealth and resources of a community, esp. in terms of production and consumption of goods and services/ a particular kind of this/ the administration or condition of an economy;

2. The careful management of (esp. financial) resources; frugality/ an instance of this;

3. Sparing or careful use.

The author will apply the definition in Webster’s dictionary when analyzing the economic effect on accounting. 

● Law 
Webster’s dictionary defines law to be:

1. A binding custom or practice that prescribed of formally recognized as binding by a supreme controlling authority or is made obligatory be a sanction (as an edict, decree, prescript, order, ordinance, statute, resolution, rule, judicial, decision, or usage) made, recognized, or enforced by the controlling authority;

2. The whole body of such customs, practices, or rules constituting the organize rule prescribing the nature and conditions of existence of a state or other organized community;

3. Obedience to such customs or practice;

4. Such customs or practices considered as a branch of knowledge.

The Oxford dictionary’s definition on Law is：

1. A rule enacted or customary in a community and recognized as enjoining or prohibiting certain actions and enforced by the imposition of penalties/ a body of such rules;

2. The controlling influence of laws; a state respect of laws;

3. Laws collectively as a social system of subject of study;

4. Any of the specific branches or applications of law;

5. Binding force or effect.

The Word reference.com’s definition on law is:

1. A rule or set of rules, enforceable by the courts, regulating the government of a state, the relationship between the organs of government and the subjects of the state, and the relationship or conduct of subjects towards each other;

2. A rule or body of rules made by the legislature;
3. A rule or body of rules made by a municipal or other authority;
The author will employ the word reference.com’s definition when analyzing the legal effect on China’s accounting development;
The definitions summarized above are only the part of the meanings of a particular concept, which is most related to this study, the author neglecting the other unrelated meanings of these words. 
1.4 Research Method and Methodology 

1.4.1 Methodology

This study is based on international accounting theory, under which environmental factors are conceived to be the key to understanding a country’s accounting practice. The author agrees with this point of view.

Accounting development is constrained by its environmental factors. Accounting purpose and function serves its user’s needs, which would be quite different in different social political and economic environments, as well as in different historical periods. As it is, in international accounting research different environmental factors form different accounting practices and features in different countries. Although the convergence of international accounting has come and gone, especially in Western countries, differences still exist in various countries. There is still a need to have a good understanding on countries’ accounting environments and practices, especially for those countries that have fluctuating accounting backgrounds and processes. 

Nowadays accounting environments which generally accepted to be the influencing factors on accounting include political, economic, cultural, legal, professional, educational and international factors. These environmental factors may impact one country’s accounting development and thus become the dominant factor that forms one country’s accounting pattern. As for which one is the determinant factor depends on different countries’ particular accounting environment, which is why there are differing accounting concepts in differing international accounting spheres. Hence, the environmental factor has become the critical one when making an effort to harmonize the international accounting practice.

Without exception, China’s accounting pattern is also the result of its particular environment. China is a country whose accounting development and embedded environment is quite different from other countries, especially from Western countries. It is critical to understand China’s accounting environment and its developing process where efforts are made to bring China’s accounting into line with international accounting development, and to understand and make good use of China’s accounting, for its own purposes. Thus, no matter to China’s accounting theoretical researchers, policy makers and practitioners, or to outside theoretical research and stakeholders and potential interest parties, there is a necessity to understand China’s accounting environment, and to investigate the dominant factors that form China’s accounting system. 

This study will take China’s accounting environment as its main target; China’s accounting environment will be investigated and its environmental factors will be analyzed and evaluated, and key influential factors on China’s accounting development will be recognized during a cause-effect analysis. Finally, hypotheses concerning the dominant factors that impact China’s present accounting development will be verified. And based on which, future China’s accounting development pattern will be further predicted.

1.4.2 Research Method

The most important question in this study is how China’s accounting has developed its own particular pattern, and what dominant factors have exerted critical influence on China’s accounting development since 1949. While the objective process of China’s past and present political, economic, and accounting development could not be controlled, it is still possible to explore the reasons why China’s accounting has developed in its own way since the establishment of the PRC. Thus a case study method will be employed to explore China’s accounting environment and the influential factors that have impacted China’s accounting development. The descriptive method, inductive reasoning, and cause and effect analysis will also be used for the study.

The case study will cover both macro and micro levels. From the macro level, China’s new accounting development will be taken into account, which is a unique notion concerning the international accounting sphere. The macro case study will be conducted to explore the influencing factors on China’s accounting development. Data containing China’s political and economic development, as well as accounting development, will be collected from national archives and documents, worldwide literature, databases, magazines, printed articles, monographs, and internet and other sources. The data will cover the historical and current condition of China’s politics, economics, culture, and legal system, and all aspects of accounting, such as accounting system, accounting practice accounting education, accounting theory and research. Based on the data collected, the study will analyze and evaluate main environmental factors in China’s accounting development, such as the political, legal and economic systems as so on. Factors that initiated China’s accounting system reforms will be found during the analysis, and hypothesis of dominant factors that impact China’s accounting development will be verified. Interviews will also be taken as a relevant reference.
On the micro level, explanatory case study on a state-owned enterprise and a private company will be conducted. As a representative, a Chinese state-owned enterprise is selected to illustrate the objective process of the enterprises’ accounting development. The reason of why selecting Chinese state-owned enterprise as the representative is because that only state-owned enterprises were allowed to operate in China since 1949. Until 1979, China’s economic system reform began, were private companies allowed to coexisting with the state-owned ones, and subsequently they became more prosperous. However no matter what kind of ownership the enterprise is, it still must implement the uniform accounting system. Therefore for the purposes of this study, only one state-owned enterprise and one private company are enough to represent the common features of all enterprises’ accounting development. 

When selecting the representative enterprise, a rule is set first that the enterprise chosen should be very general, and should have been established since 1949 (1979 for private company). It also should have a good basis of accounting in order to provide the necessary data. A control study will be made until a suitable enterprise is found, and to be sure that all data are the same for other enterprises.
Evidence will be collected from the enterprise chosen, and analysis will be made to support or verify the hypothesis proposed above. The case data containing the enterprise’s accounting development will be collected from the enterprise’s historical archives, documents, which will cover all aspects of the enterprise accounting development since 1949, including accounting objectives and methods, structure of the accounting department, and the relationship between the entity’s accounting system and the national accounting system. Empirical analysis will also be made based upon the data collected, and the environmental factors will be evaluated in the same manner as with the macro case study. Conclusions about what factors impact the enterprise’s accounting practice will be drawn, which will be further matched with the hypothesis proposed by the author and with the ones in macro case study, and the result will indicate whether or not the hypothesis is supported or rejected.
In order to ensure the data are valid and accurate, and to improve the quality of the case study, the interviews with the enterprise’s chief accounting officers will be conducted. And revisiting the case study site is necessary after finishing the report. A draft case study report will be sent to and be reviewed by the informants, hence supplementary evidence and comments may add to the case study report.

Finally, based on the results of case study, the tendency of China’s political and economic development will be explored and the future of China’s accounting pattern will be predicted.
1.5 Limitations of the Research

This study has a number of limitations. First, the time chosen in the study only reflects the contemporary situation of China’s accounting development since the establishment of the PRC in 1949, therefore most of the findings in this study can not be used to generalize the entire history of China’s accounting development. Additionally, social systems and practices evolve through time, and the accounting system will also evolve with the development of business, and changes of the economic environment. Thus the conclusion generalized in the study can only reflect the situation of China’s accounting development since 1949 to present. The prediction made for the future is based on the past experience of China’s accounting environment and the probable future changes, so if the future environment changes tremendously, the conclusion will be changed also. 

Second, the data were collected from archival information, government documents, articles from periodicals and monographs, as well as from worldwide database and other resources. These data have been processed or filed according to the author’s purpose, therefore there may still exist some personal factors in it. Although author wants to narrate and analyze the situation neutrally, the objectivity of generalization still depends on the extent of the objectivity of the data collected.
Also, the hypotheses proposed in this study are not self-evidenced. The testifying case study in this project is only one, and cannot cover all aspects of the hypotheses proposed in the study. Further study may be needed in order to test the hypotheses.
1.6 Outline of the Study
This thesis is divided into six chapters. Chapter One outlines the study and gives an impression of the purpose of the study, research questions and hypothesis, research contents and methodology, as well as the limitations of the research. 

Chapter Two recognizes and evaluates the most important influential factors that have had an effect on the development of international accounting, in a context based on literature review. Environmental factors that have had an impact on China’ accounting development are also recognized from existing literature. The main views concerning the key influential factors on China’s accounting development will be discussed, and the inadequate aspects of existing studies on China’s accounting development will be recognized, while the necessity of this study will be proposed. 

Chapter Three describes the background of China’s accounting environment, and will attempt to give an answer for the first three research questions. An outline of the Chinese Communist Party’s leading role in China will be given first, then the background of China’s political system and economic development and their effect on China’s accounting will be illustrated, which may give an answer to the first three questions, and give readers an outline of how China’s accounting has been developing.
Chapter Four, from macro level, takes China’s accounting system as a case and may offer the answers to questions 4, 5 and 6. China’s political and economic development process is divided and narrated according to the most important political and economic events. The process of China’s accounting system, profession and practice, theory, education, and research, are narrated neutrally under each period, and analysis is made based on the evidence collected. Further analysis will be made to generalize what the dominant factors in China’s accounting development are, and how these factors impact China’s accounting environment. Hypothesis for the dominant factors that influence China’s accounting development pattern will be verified. 
Chapter Five takes a state-owned enterprise and a private company as cases. Beginning in the year 1949, aforementioned attributes will be examined in detail to demonstrate if the results match the hypothesis proposed in the text. The results will either support the initial hypothesis or reject them, thus implying if the initial hypothesis need to be revised and retested by another set of cases.
Finally, Chapter Six will offer an answer to the last research question. Based on the hypothesis proposed, and taking into account the future tendency of the global economy and international accounting development, as well as China’s own economic development, a hypothesis of China’s future accounting patterns will be proposed.
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